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Puerto Rico Telephone Company ("PRTC") supports the Petition
for Reconsideration filed by Aliant Communications Co. ("Aliant")
of the Repor n rder! issued in the above-referenced
proceeding. Aliant has requested that the transaction by which
the local exchange carrier "spins-off" its cellular system be
recorded at the book value of the cellular system, rather than
the fair market value of a mature cellular system. PRTC agrees
with this request and supports the application of a Commission

grant of the request to all similarly affected companies,

including PRTC.?

ompet i ve Service areguargs roxry Local wxchan
Provision of Commercial Mobile Radio Services
(rel. Oct. 3, 1997) ("Report and Order").

? The requirements of the Report and Order apply to PRTC.
However, the Commercial Wireless Division has granted a limited

waiver of the CMRS separate affiliate requirements on January 29,

1998, R for T r Waiv h igsion’s R to
Establish Competitive Service Safeguards for Local Exchange
Carrier Provision of Commercial Mobile Radio Services, WT Docket

96-162, QOrder, DA 98-251 (Comm. Wireless Div., Wireless Telecomm.

Bur. rel. February 10, 1998). <i>
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In the absence of a Commission waiver, Section 32.27(c) of
the Commission’s Rules® requires the assets transferred to a
local exchange carrier affiliate to be assessed at the higher of
cost less all applicable valuation reserves or estimated fair
market value at the time of the transaction. In this case, the
valuation would be applied at the time that assets associated
with the provision of CMRS services would be assigned to a
separate affiliate, as required under the Report and Order.
Aliant asserts that the net result if fair market value is
applied will be an inter-company gain, which "would have a
substantial impact on a company the size of Aliant" (Petition at
3). PRTC agrees with this assessment and adds that the
imposition of Section 32.27 valuation requirements will produce
no benefit to ratepayers, but instead will impose significant
costs on the company to develop a fair market value study. Under
these circumstances, a waiver of the rule is warranted.

The rationale for recognizing gain at fair market wvalue
under the Commission’s Rules is to ensure that regulated
ratepayers, having borne the risk of loss, will benefit as a part
of this or any intracorporate transaction when the assets
involved have increased in value. This practice is consistent
with the long-held notion that "the right to capital gain on

utility assets is tied to the risk of capital losses."* Thus,

% 47 C.F.R. § 32.27(c).

* See Democratic Central Committee v. Waghington

Metropolitan Area Trangit Commigsion, 485 F.2d 786, 806 (D.C.
Cir. 1973), cert. denied, 415 U.S. 935 (1974).
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Part 32 of the Commission’s Rules imposes accounting practices
for regulated revenues and assets that ensures the benefit of
gain for the regulated ratepayers who also have been exposed to
the risk of loss.

In the case of assets associated with the provision of
commercial mobile radio services, however, this class of
ratepayers has never been exposed to any risk of loss. Although
PRTC included wireless services in the nonregulated category of
its Cost Allocation Manual as of January 1, 1998, these services
have been treated as nonregulated prior to that date as well
through the exclusion of wireless investments, revenues, and
expenses from interstate ratemaking. For example, information
filed with the National Exchange Carriers Association excluded
such amounts related to wireless services from the regulated
category.’ Because the costs of wireless services have been
excluded from the ratemaking process, regulated ratepayers have
borne no risk of losses incurred from the provision of such
services. Therefore, they are not entitled to gains resulting
from the transfer of such assets, and adherence to Section 32.27
is not required on their behalf.

The risk of loss for providing regulated interstate and
intrastate services has been borne by the Puerto Rico Telephone
Authority ("PRTA"), the sole-owner of PRTC. Thus, PRTA would be

entitled to any gains associated with the transfer of wireless

5 Similarly, PRTC’s rates for regulated intrastate services

do not include the costs of providing wireless services.
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assets to a separate affiliate. However, to be able to record
such gains in a nonoperating account that would be excluded from
the regulated ratemaking process, PRTC would have to incur
substantial administrative costs to determine the higher of fair
market value or net book value. Given that the benefits of such
a gain would inure solely to the company itself, there is no
reason to impose on the company the costs associated with
estimating and reflecting this gain.

For these reasons, PRTC requests that the Commission grant
the Petition for Reconsideration and extend any the requested

waiver to all similarly affected companies.
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